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SPECIFIC PRODUCTIVITY 

SUMMARY 

The argument for productivity as the determinant of distributive 
shares, 149. — Preliminary criticism, 151. — The main argument for 
specific productivity rests upon a truism, 152. — The impossibility of 
isolating specific productivity, 155. — The mathematical error in the 
method of isolating specific productivity, 158. — The two schools of 
value theorists, 162. — The psychological theory of value; a safeguard 
against the dangers in productivity reasoning, 163. — The surrender of 
the social implications of the productivity thesis, 166. — The element of 
truth in the specific productivity concept, 168. — Conclusion, 174. 

Economics is no longer the dismal science. Since 
the days when the wage fund and the principle of popu- 
lation were combined to deprive the wage earners of 
hope, enormous strides have been taken in the formula- 
tion of an economic theory which is both more hopeful 
and more correct. The revolution which has taken 
place within the field of economics is comparable to 
that effected by Darwin in the hypotheses of biology. 
In accomplishing this revolution in economic thought 
few men, if any, have rendered greater service than 
Professor J. B. Clark. Yet one important part of his 
work has tended to enslave us by a belief only less 
dismal than those which have been discarded. This 
is his doctrine of " specific productivity." l 

Professor Clark's thesis 2 is that even among the 
complexities of modern industry a laborer creates a 

1 The Distribution of Wealth, 1899. The doctrine has been reaffirmed in The 
Essentials of Economic Theory, 1908. 

2 " The specific productivity of labor fixes wages — this is the thesis that is to be 
supported in this volume. Ascertain how large a product is to be attributed to a single 
unit of labor that is employed in raising wheat, making shoes, smelting iron, spinning 
cotton, etc., and you have the standard to which the pay of all labor tends to conform. 
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product which is specific and distinguishable; that in 
static conditions he secures exactly this product as his 
reward; and that in dynamic (actual) conditions a 
fundamental law is at work, — its effects modified to 
be sure by dynamic change, — but tending constantly 
to secure for the laborer his full product as his reward. 
In the working of this law Professor Clark descries a 
great principle of justice. He holds that except as 
dynamic change sets interfering forces at work our 
modern industrial society is rewarding every man 
according to his deserts. It is a new doctrine of 
economic harmonies, and it aims to establish the 
justice and honesty of society. 

Professor Carver x has shown in conclusive fashion 
that Clark's views as to the justice of society do not 
follow from his thesis of specific productivity. Mr. 
J. A. Hobson 2 has questioned the " dosing " method 
of determining specific productivity; and Professor 
Davenport in his recent book, The Economics of Enter- 
prise, has directed a vigorous attack against the con- 
cept of specific productivity itself. But the belief that 
specific productivity acts in the determination of wages 
and interest is today widely held. It will be the en- 
deavor of the present writer to exhibit somewhat more 
completely what he regards as the fallacy of this thesis. 

The reasoning employed in the attempt to establish 
the productivity theory may be summarized in the 
following propositions : — 

1. A considerable amount of labor is employed in 
connection with " no-rent " (valueless ?) agents. 

In like manner does the specific productivity of capital fix the rate of interest. Ascer- 
tain how large a product is due to the presence of the single unit of capital in each 
industry, and you have the standard to which all interest tends to adjust itself." The 
Distribution of Wealth, p. 47. 

1 Quarterly Journal of Economics, vol. xv (Aug., 1901), p. 578. Cf. also Daven- 
port's comment, — " Carver has made this clear in his review of the work under con- 
sideration; nothing remains to be said." Value and Distribution, p. 440. 

s The Industrial System, 1910, pp. 112-120. 
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2. A larger quantity finds employment in connection 
with the no-rent uses of superior agents and of agents 
which are on the point of being discarded. 

3. The whole product which results from the employ- 
ment of such labor is attributable to the labor. 

4. Such (marginal) labor receives this whole product 
as its reward. 

5. Other units of labor will necessarily have the same 
productivity as the marginal units if they are inter- 
changeable. 

6. These other units will be paid at the same rate as 
the marginal units. 

The conclusion is that throughout the whole field of 
industry the criterion for the payment of a unit of labor 
is the distinguishable or " specific " productivity of 
that unit. 

The last of these propositions it will be unnecessary 
to discuss at any length. One might pause for some 
time on the first and second. It might be pointed out 
that in a static or frictionless condition neither of these 
will be true. 1 Laborers may be employed in connection 
with agents which yield small rents, but if the rent is 
absolutely zero the agent will be discarded. The use 
of a no-rent or non-use-bearing agent is a contradiction 
in terms. Nor will an employer hire laborers to work 
in connection with superior agents if they add to his 
income only what he has in turn to pay over to them as 
wages. He may employ men when there is a very 

1 It is worth noticing that in order to show that labor is employed in connection with 
no-rent agents Professor Clark appeals to an illustration drawn from dynamic condi- 
tions. " There are mills and furnaces so antiquated, so nearly worn out, or so badly 
located that their owners get nothing from them: and yet they run." (Distribution of 
Wealth, p. 96.) But such conditions have no place in the ideal static state. There is 
plainly nothing to be gained by the employment of such agents. In the static state 
they would clearly not be used. Even in the actual conditions of production business 
men are constantly on the qui vive to send to the scrap heap anything which it does not 
pay to use. There are, to be sure, cases (and plenty of them) where agents are continued 
in use when they not only do not yield a profit, but occasion an actual loss. But once 
this loss is detected the agent is discarded. 
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small amount to be gained by doing so, but when it is 
clear that the whole advantage which he gains must 
forthwith be surrendered to the laborer as a wage, he is 
likely to decline to enter into the contract. There is, 
therefore, no such large " zone of indifference " as 
Professor Clark would create; — no considerable area 
within which labor works in connection with the no- 
rent uses of capital. And if this area does not exist, 
Professor Clark's method of disentangling the product 
of labor from the product of capital has in consequence 
no reality either. 1 

These criticisms, if valid, would seem to dispose of the 
productivity theory. Not yet, however, have we really 
reached the heart of the matter. The third, fourth, 
and fifth propositions are the ones which call for our 
most careful attention. And it will be proper to discuss 
them under the assumption that the first two are cor- 
rect. On the surface of things the argument adduced 
to prove the fourth proposition seems beyond all cavil. 
If a given employer offers to our marginal laborer less 
than what the employment of the latter will add to the 
product of industry, he will be overbid by others who 
stand ready to pay the full amount. It is the perfect 
competition of employers 2 in the static state which is 
regarded as bringing the wage of the marginal laborer 
up to an exact equivalence with the product of his 
labor. 

Nor is any exception to be taken to the sixth proposi- 
tion that interchangeable units (marginal and non- 

1 This point may deserve fuller elaboration than it has received. In reality, as will 
be seen further on, it contains one of the fundamental fallacies of the argument. If 
labor were employed in large amount in connection with the no-rent uses of agents, and 
if it could be said of such agents that they contribute nothing to the product, then that 
product would plainly be the " specific " creation of the labor. Such marginal labor 
would then receive its " product " as a wage. 

2 " It is by assuming perfectly free competition among employers that we are able 
to say that the man on the intensive margin of an agricultural force of laborers will get, 
as pay, the value of his product." Distribution of Wealth, p. 99. 
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marginal) will all be paid at the same rate. A careful 
examination of proposition number five, however, will 
throw it into a new light, and will show up proposition 
number four as something quite different from what it 
seems. 

The essence of the fifth proposition is that an em- 
ployer regards interchangeable units of labor as equal 
in importance. He evidences his estimate by the pay 
which he offers, which is uniform for all. If a given- 
laborer, doing an indispensable part of the work, should 
ask more that the current rate, he would be discharged 
and one of the others put in his place. 1 The process is 
simple and logical. Now let us ask what in actuality 
the employer has done. He has not taken the physical 
product and separated it into parts produced by and 
ascribable to the respective laborers, — learning in this 
way the specific product of each. What has he done 
then ? He has tendered and paid wages. And in so 
doing he has set a valuation upon the services of the 
different laborers. (And this valuation has been 
accepted by them.) Seemingly this is all there is to the 
supposedly equal " productivity " of marginal and 
non-marginal laborers. They are thought 2 to have 
equal productivity because the employer sets the same 
value upon their services in paying them the same wage. 
They are not doing the same work. There is no physi- 
cal identity or equality between the products of the 
various laborers. The respect in which there is an 
equality between them is in the equal valuations which 
attach to their labor in the payment of the wage. This 

1 The Distribution of Wealth, p. 107. 

2 " If the men are quite interchangeable, the effective productivity of any one of 
them is equal to the absolute productivity of the final or marginal one, whose work can 
best be dispensed with. ... In so far as men can be freely substituted for each other, 
any man in a series of men is actually worth to his employer only as much as the last one 
in the series produces." Distribution of Wealth, pp. 104-105. (The italics are the 
present writer's.) 
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payment of the wage is the overt act. And in 
the performance of the act an evaluation has been 
made. 

Clearly then, we have here essentially one thing, not 
two. Throughout the whole world of industry it is by 
the actual payment of wages and prices that the process 
of evaluation takes on the form of actuality. And 
when we say that an employer pays a man " what he is 
worth " to him, 1 we are asserting, if not an absolute 
identity, at the most a truism. And a truism tells us 
not one thing about the relation between wages and 
social deserving. 2 

It should be clear, then, that if we take the expression 
" what a man produces " and use it in the sense of 
" what a man is worth to his employer " we have not 
advanced a single step through our conclusion that a 
man is " paid what he produces." We have still the 
same identity or truism, clothed to be sure in a new 
form of words, — and unfortunately a form of words 
likely to lead us seriously astray in our reasoning. 
Professor Clark's " productivity " is a will-o'-the-wisp. 
He pursues it, but never catches up with it and sub- 
jects it to examination. In the course of the pursuit 
he crosses the path of the employer's "valuation," 
and he takes this to be the " productivity " which he 
has been following. It is through this misadventure 
that the thesis he is supporting becomes a truism. 3 

We are now in a position to see the real significance of 
our fourth proposition. If by the " whole product " 

1 See note 2, p. 153. 

2 Davenport seems to have the same criticism in mind when he says: " Whether 
the theory does not determine what the labor accomplishes by finding out what it gets, 
as the basis for the conclusion that what it gets it accomplishes, is a question which 
must for the moment be postponed." The Economics of Enterprise, p. 152. 

The present writer is unable to find, however, any place where the point is taken up 
again. 

3 The repeated use of the phrase " effective productivity " (cf. pp. 103-107) shows 
the course of the author's thought. By effective he seems to mean " having an effect 
on the employer's valuation (wage payment)." 
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of marginal labor is meant merely the value ascribed 
to the services of the laborer as evidenced by the wage 
payment, we have here clearly the same identity or 
truism which we have been discussing above. And 
that the words are used in this sense is made abundantly 
evident in Professor Clark's book. This fourth prop- 
osition can now be expressed as follows : — Such 
(marginal) labor receives the sum at which its services 
are evaluated. And, as the payment is but the con- 
crete aspect of the evaluation, this is about the same 
as to say that a man is paid what he is paid. The 
thesis of specific productivity as the determinant of 
wages remains unproved, and the laws of distribution 
are still to seek. 

This negative result, however, must not satisfy us. 
We want to know whether the concept of specific prod- 
uctivity has any reality. Professor Clark has recog- 
nized the difficulty of separating a joint product into 
the parts created by the respective factors in production. 
Of a primitive economy, he says : 

It is nearly ' impossible for a man to say how much of his product 
is due to labor only. The distinction between the whole product of 
labor and the whole product of industry is, however, all-impor- 
tant; for industry involves the cooperation of labor and capital. 
Let a man fish from a dugout, with the simplest line and hook that 
he can make. The fish that he will bring to the shore are the prod- 
uct of labor and capital. Effort aided by instruments has secured 
them. How much of the catch is due to the man, and how much to 
the canoe and the fishing tackle ? Not for his life can the man 
himself tell. Can he put the fish into two piles, and say, " This pile 
is due to my effort only, and that pile to my equipment ? " Every 
single fish is a joint product — indeed every fin or scale of a fish is so; 
and the difficulty is that it is impossible to divide a single one of 
them into fractions due to the producing agencies. Hopelessly 
merged with the product of capital is the product of the labor of an 

1 Why not omit this word " nearly " ? Cf. " hopelessly merged," and " it is 
impossible to say what the produce of labor itself is." 



156 QUARTERLY JOURNAL OF ECONOMICS 

independent producer. Instead of presenting the condition in which 
the wages of labor are readily distinguished from other incomes, and 
identified as the " produce of labor," such a primitive economy as 
actually exists is one in which it is impossible to say what the prod- 
uce of labor itself is. 1 

We are confronted, of course, by exactly the same 
difficulty in an exchange economy. The point is made 
so crystal clear in the paragraph quoted that our 
suspicions should be instantly aroused by the ease with 
which, a little further on, the specific product of labor 
iii an exchange economy is disentangled. For strange 
tho it may seem, this thing which is " impossible " under 
simple conditions, — the disentangling of the shares 
in the productive process, — Professor Clark regards as 
possible under the conditions of an exchange economy. 
The way in which it is supposed to be done has already 
been indicated. Labor is conceived as being employed 
in connection with the " no-rent uses " of capital. As 
these uses are thought to be worthless, the capital is 
regarded as not contributing anything to the joint 
product. This joint product is therefore attributed to 
the labor as its exclusive " specific " creation. The 
absurdity of such a view is plain, and Professor Clark 
himself uses language which exhibits this absurdity in 
the clearest way. 

There are machines which have outlived their usefulness to their 
owners, but still do their work, and give the entire product that they 
help to create to the men who operate them. There are railroads and 
steamship lines that pay operating expenses only. There are stocks 
of merchandise so full of remnants and unstylish goods that it barely 
pays salesmen to handle them. Everywhere, in indefinite variety 
and extent, are no-rent instruments; and, if labor uses them, it 
gets the entire product of the operation. 2 

1 Distribution of Wealth, p. 83. 

2 Distribution of Wealth, p. 96. The italics are mine. The meaning is plainly that 
labor " gets " the " entire product " which the machines, etc., " help to create." Is it 
not clear that the thing which is " specific " is the reward, not the product ? 
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If these no-rent instruments " help to create " a 
" product," it is a strange use of words which attributes 
such a joint product to the one factor, labor. Two 
things are certain : — one is that Professor Clark's 
specific productivity is productivity in the sense already 
discussed, and the other is that when labor and capital 
cooperate to produce a result that result is their joint 
product. It is a verbal absurdity to ascribe it to either 
factor alone. 

Now there is no such thing as empty handed or 
unaided labor. 1 Some material instrument is always 
employed, and as long as this is true, we are left without 
any method of disentangling the specific product of 
labor. If it is " impossible " in primitive individual 
economy, it is a clinched and riveted impossibility in the 
complex productive processes of an exchange economy. 

As a matter of fact there is no such thing as specific 
productivity. It is even theoretically inconceivable. 
The familiar concepts of physics find here no analogue. 
In physics a joint resultant may be analyzed, — as in 
the familiar case of the parallelogram of forces. A 
ship which travels south-east (nearly) for a distance 
of five miles may be actually carried by the wind three 
miles to the east, and by the tide four miles to the south. 
But if a man cuts down a tree it is vain to speculate as 
to what fraction of the work is done by the man and 
what fraction by the ax. Let two men plow a field 
with the aid of a team and a plow, the one driving and 

1 Professor Clark is inconsistent on this point. At a number of places he tries to 
send laborers to work " unaided " or " empty handed " on marginal or no-rent land. 
But he generally finds himself compelled to allow them a minimum of equipment, — 
a hoe or a spade or some other simple tool. But in order to display to us the isolated 
product of labor he systematically belittles the importance of this equipment, and tries 
to make it appear negligible. Now small quantities are for some purposes mathemati- 
cally negligible. But here the assumption is quite invalid. This will appear from the 
fact that on page 184 Professor Clark himself puts a mere hatchet into the hands of a 
man otherwise without tools, and then credits the hatchet with a " productivity " of 
what is called a " 500 % rate of interest." Distribution of Wealth, pp. 84, 88, 89, 92, 95, 
100, 160, 184. 
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the other holding the plow handles. It would puzzle 
the greatest mathematician in the land to say just how 
much of the plowing is done by the team, plow, and the 
men respectively. And if the plowing cannot be 
fractionally ascribed to the respective factors, then 
neither can the value of the plowing. 

There is in fact an error in elementary mathematics 
in Clark's method of estimating specific productivity. 
If an extra laborer is added to a going concern, it is 
true that there may be a definite increase in the product 
as a result. It may even be possible to estimate this 
increase approximately. Moreover it may be a correct 
business judgment to justify the employment of the 
extra man on the ground that the extra product war- 
rants the expense. 1 But if the increase in product over 
what it would have been without him be regarded as his 
specific creation, 2 and the same method be used to 
measure the specific creation of each of the cooperating 
factors, it is mathematically impossible for the sum of 
the productivities specifically attributed to the factors 
to be equal to the actual aggregate product. This 
whole is not equal to the sum of all its parts. 

Hobson, in his criticism of the productivity theory has 
attempted to show this by a numerical example. 

1 W. M. Acworth in his little book, Elements of Railway Economics, shows in a 
very interesting fashion the making of a railway rate on much the same principle. New 
traffic, not otherwise to be secured, may be profitably carried by fixing a rate which will 
a little more than cover the extra expense entailed in carrying it, even tho the new 
traffic does not help defray any of the general charges. But plainly this method of 
making a rate cannot be generalized. It can be used only when the new traffic is to be 
added to a " total situation " which already provides for the carrying of the general 
charges. Now it would be incorrect to call the extra expense involved in carrying the 
new traffic its cost of transportation. But this would be quite analogous to ascribing 
the increase in product, resulting from the employment of an extra laborer, to the 
laborer as his specific creation. It pays to take on the new traffic, and it pays to employ 
the extra laborer. But the extra expense is not the cost of transportation of the new 
traffic; nor is the increase in the product the specific creation of the new laborer. 

! This is Professor Clark's view. And it is worth noting that J. Maurice Clark in 
his review of Davenport's Economics of Enterprise (Political Science Quarterly, June, 
1914, p. 319) has given recent expression (in defending the productivity theory against 
Davenport's criticism) to the same belief. 
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In a primitive fishery let us say that one man fishing alone could 
make a catch of ten; a two-man group a catch of twenty-two; a 
three-man group of thirty-seven; a four-man group of sixty; a 
five-man group of seventy-two. 1 

Mr. Hobson's general criticism of the dosing method of 
isolating the specific product seems to me valid. But 
his numerical example will hardly be accepted as meet- 
ing Clark's case squarely. In the first place he cites a 
case of increasing returns. Clark seems always to have 
in mind decreasing returns. As a matter of fact the 
increase of product due to the employment of one more 
laborer, itself increases to a maximum, and then 
decreases (with successive increments of labor). In 
the second place he is dealing with technical or physical 
productivity, whereas Clark has " value productivity " 
(if there be such a thing) in mind. Finally he cites a 
cooperative group of fishermen dividing the physical 
product. Clark is thinking of an employer who hires 
labor for wages. In the numerical illustration given, 
the four-man group is the most advantageous, for its 
product divided by the number of men gives the maxi- 
mum quotient of fish per man. But if an employer 
is hiring the men at a wage of five fish per man, it will 
" pay " him to employ a fifth, or a sixth, or a seventh 
man. He will employ additional men until he comes 
to the one whose employment brings an increase in the 
joint product which barely exceeds the wage which has 
to be paid. This would make the illustration more like 
Professor Clark's. Now if the increments resulting 
from the employment of the fifth, sixth, and seventh 
men are 12, 7, and 5 respectively, and if we concede 
that the employer would hire the seventh man, — tho 
he gains nothing by doing so, — this seventh man 
would then be Clark's " marginal " laborer. Hobson 

i The Industrial System, 1910, p. 114. 



160 QUARTERLY JOURNAL OF ECONOMICS 

would now say, " The total catch is 84, which gives a 
product of 12 fish per man." But this allows nothing 
for the services of the equipment, — boat, tackle, etc. 
Hobson attributes the whole catch to the single factor, 
labor, which is quite as inadmissible as anything Clark 
does. The latter would call five fish the (" marginal ") 
productivity of the seventh laborer. Five would also 
be the " effective " productivity of each of the other 
laborers, — making the total product of the laborers, 
according to Clark's reasoning, thirty-five fish. By 
subtraction the product which must be attributed to the 
equipment would be forty-nine fish. (Eighty-four less 
thirty-five.) Now how absurd to say that out of the 
total of eighty-four, thirty-five fish are produced by 
labor, and forty-nine by capital! The contributions 
of the two factors are as " hopelessly merged " and as 
" impossible " of disentanglement as in the case of the 
single fisherman cited by Clark (see above, p. 155). 
How much of the catch is due to labor, and how much 
to equipment ? " Not for his life " can Clark — or 
anybody else — tell. 

The real mathematical error lies in not attributing to 
the cooperation of the rest of the group any part of the 
so-called " marginal product " of five fish. The five 
fish as well as the other seventy-nine are the " product " 
of a cooperation between seven men and certain 
equipment. It cannot by any necromancy be frac- 
tionally ascribed. Hobson must be credited with 
having seen and expressed this with perfect clearness 
even tho the issue is not squarely joined in his numerical 
illustration. 

But there is something " specific " in this illustration. 
What is it ? Merely the wage, — the " reward " of 
labor, not its " product." The men are paid what 
they are paid. It seems a very obvious proposition 
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is the increase in product resulting from the 
addition of an increment of labor, " a," to what Daven- 
port would call a " total situation," that the factors of 
this total situation play a role in cooperation l with 
the increment of labor in the creation of " x." And if 
" x " is called the specific product of " a," we may bor- 
row a phrase from Davenport and say that " the defect 
in the theory lies in the simple untruth of the assertion." 
When the new situation is viewed as a whole " x " is 
not the fractional part of the total product logically 
attributable to " a." There is no such fraction and can 
be none. 2 

The writer is aware that this view will not find ready 
acceptance. There are in America, broadly speaking, 

1 It may be that Davenport falls a trifle short of his usual skill in expressing his 
ideas when he says that productivity is " relative " not " specific." (The Economics of 
Enterprise, p. 153.) But Professor A. S. Johnson, in his very able review (Quarterly 
Journal of Economics, May, 1914, p. 441) should not have missed the point so completely 
as to say that Davenport's " relative productivity " and Clark's " specific produc- 
tivity " are the same. If language means anything (and Professor Clark's language 
is of a crystal clear lucidity), Clark means by " specific productivity" exactly what 
Davenport understands him to mean. 

2 " No separate dose has any separate product." And also, " If the employ- 
ment of a tenth shepherd means twenty more sheep per annum than the employment 
of nine, it cannot be maintained that twenty sheep form the separate product of the 
tenth shepherd, but only that a ten group is more productive by twenty sheep than a 
nine group." Hobson, The Industrial System, p. 115. 

Davenport's formulation is as follows; " How then proceed to attribute to any one 
of the factors the increase of the proceeds due to the joint employment ? So long as 
either glove is necessary to the worth of the pair, how tell how much either is worth ? 
Which leg of a three-legged stool supports the stool ? All that we can say is that if the 
stool is worth $3, one can afford to pay $3 not to be deprived of any one leg of it. So 
$2 may be offered to get back a lost glove out of a $2 pair. Thus it is easy enough for 
the entrepreneur to determine how much he can afford to pay for an item of productive 
goods or labor to go with his present equipment, but this is not at all to attribute to the 
extra item all the increase of gain which will accrue with the addition of the extra item. 
One buys, say a horse, to go with a wagon which otherwise would be useless. But this 
is not to attribute to the horse all the result from both horse and wagon. The horse 
would be equally useless without the wagon. In the last analysis, the entrepreneur 
himself could not isolate and determine a specific serviceability for gain relatively even 
to himself, but only that which he can afford to pay to get the thing or to refuse to keep 
the thing. And, as we have seen, no one of all these different sums that the entre- 
preneurs can respectively afford to pay or refuse has any special title to be regarded as 
the specific significance of the productive factor." The Economics of Enterprise, 
p. 147. 
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two schools of value theorists. The difference between 
them is directional. The cost-of-production theorists, 
tho somewhat eclectic, yet incline in the main to let 
value begin in cost of production and run thence to its 
goal in the price of the product. The psychological 
school pictures for us a current setting strongly in the 
other direction, — rising in subjective valuations, flow- 
ing through consumption goods to the value of durable 
agents, and exercising a certain domination even over 
costs. The adherents of this first school, because of 
their directional tendencies, will find it easy to accept 
specific productivity. When they see a productive 
agent going in at one end of the hopper they will be 
yielding to a very natural tendency if they run quickly 
to the other end with the confident expectation of seeing 
a distinguishable product emerge from it. 

The other school might logically be expected to give 
their support to the view set forth in this paper. They 
are not, however, sure to do so. 1 For there is still too 
much neglect in America of a distinction which, tho 
by no means new, has recently been given increased 
emphasis in Germany. 2 It has been summed up in the 
proposition that the theory of distribution is not a value 
problem. Perhaps it would be better to say that it 
is more than a value problem. In order to bring out 
the full meaning of this proposition let us look for a 
moment at the theory of the psychological school in its 
most general aspect. 3 

1 That they are not is sufficiently evident from the fact that Professor Clark has 
been in the main a member (and, as is everywhere recognized, a leading member) of 
this school. 

s Cf. Dr. Gerhard Albrecht's review of Tugan-Baranowsky's new book Sociale 
Theorie der Verteilung (Jahrb. f. Nat. Oek., Ill, 47, 1, p. 71). The review takes up the 
views of Oppenheimer and Liefmann, and also Duhring's anticipations of this distinc- 
tion. 

» The extremely meagre outline of the theory of the psychological sohool given 
above follows in the main the writings of Professor F. A. Fetter, who goes perhaps as far 
as any member of the school in generalizing the treatment of value problems. Cf. his 
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Men have wants. Some are primary and highly 
individual, — as hunger, — some of a complex social 
character. Things exist in great variety, capable of 
gratifying these wants in various ways and in various 
degrees. Men realizing this, through experience and 
reasoning power, make comparisons between things 
in respect of their various powers of gratifying various 
wants. Men also go to work to produce the things 
they want. In organized society there arises an elab- 
orate specialization and exchange which vastly in- 
creases the aggregate possibilities of gratifying wants. 
The principle underlying this exchange is individual 
subjective valuation, partly conscious, — and based 
on calculation, — partly subconscious, and based on 
tradition, habit, fashion, imitation or what not. If 
two men enter into an exchange they have of necessity 
different relative valuations for the articles exchanged. 
The wants of both are better satisfied after the exchange. 
In all advanced societies money is used as the medium 
of exchange, and the valuations of things capable of 
gratifying wants work themselves out in the main in 
money prices. Durable agents, which assist in the 
production of consumption goods, are found to yield a 
series of services running through longer or shorter 
periods of time. When such things are bought or 
sold, — transferred in fee simple, — the thing conveyed 
is the right to the total future uses of the goods. This 
involves " capitalization," the expression of the present 

Principles of Economics, and also the following articles: — Quarterly Journal of Eco- 
nomics, Nov., 1900, p. 45; American Economic Association Publications, 3d series, 
vol. ii, pp. 240, 246, and vol. v, p. 197; Political Science Quarterly, Mar., 1902, p. 173; 
Quarterly Journal of Economics, Nov., 1902, p. 179. 

One of the most conspicuous services rendered by Professor Clark to economic 
theory is to be found in the aid he has given in the generalizing of the rent concept. 
Mr. J. A. Hobson's vigorous strictures on the particularistic treatment of wages, rent, 
interest and profit (in The Industrial System) are not, of course, directed at the psy- 
chological school. For in the constructive work done by this school the particularistic 
treatment had already been discarded. 
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value of the future uses. This is found to involve a 
rate of discount, — a use or service being generally 
considered of less present value if distant in time than 
if present or imminent. Through such a process capital 
valuations are put upon durable agents, and they too 
come to have an exchange or market price. The ser- 
vices of human beings go through a similar process of 
valuation. They are even capitalized in the case of 
slavery. 

Now it will be seen that the whole direction of this 
process is from the use (or service) backward — some- 
times through a number of steps, — to the good. It 
will be noted, too, that the whole thing is a process of 
evaluation. We have a reasoned explanation of the 
prices of things, — whether consumption goods, durable 
agents or human services. It is a study in the field of 
value. The question to be answered is, " What is the 
process by which the market prices of human services 
and material things (or their use for a limited period of 
time) are determined ? " The attempt to answer this 
question has been regarded by some as a study of dis- 
tribution. 1 And, as far as it goes, it is a study in dis- 
tribution. Or at least it prepares the ground for a 
study of distribution. For the price of a human service 
is set by the actual payment of a wage, and the evalua- 
tion of things takes on actuality through the payment 
of rents (including interest) and prices. These wages, 
rents, and prices — together with the direct services of 
things not exchanged — constitute individual incomes. 
In value theory, however, they have been studied in 
their functional rather than in their personal aspects. 
A man is employed, and a machine is rented. Each 
renders a service. (Which simply means that each is a 

1 Notably, of course, by Professor Clark, whose productivity theory deals with the 
justice of distribution. 
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cooperating factor in the productive process.) For 
this service a price is paid in the one case as in the other. 
The wage of the man, the rent of the machine, and the 
capital values of both (taking the case of slavery where 
men are bought and sold) are all given the same ex- 
planation, — an explanation rising in wants and their 
gratification. But the mere study of the process of 
evaluation (which in itself has proved sufficiently diffi- 
cult to tax the energies of some of our best economists) 
needs to be expanded into a fuller study than we have 
yet had of the forces which determine individual 
incomes. Not until this is fully done will the theory of 
value have borne its fruitage in a theory of distribution 
really deserving of the name. 

To the writer it seems evident that the blurring of the 
distinction between the two is responsible for the rise 
and present vogue of the specific productivity idea. 
Had the problem been conceived as, in the first instance 
at least, merely a study of the process of evaluation, — 
had the ethical question of distributive justice been 
clearly visualized as a problem apart, the truistic 
pitfall of the specific productivity reasoning would have 
spread its allurements in vain. But with this distinc- 
tion overlooked, and attention centered on the quid pro 
quo (the service) which is rendered in return for a wage 
or a rent payment, the undoubted existence of this 
quid pro quo led easily to the assumption of specific 
productivity, and to the comforting but fallacious 
equation of product and reward. There is a difference, 
however, between the mere cooperation of a factor in a 
productive process, and the specific creation by that 
factor of a distinguishable product. The fact that the 
services of a factor are desirable in the process of value 
creation does not mean that a particular part of the 
value created can be ascribed to the independent 
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agency of the factor. And this in spite of the fact that 
the total value product is the fund from which, in the 
long run, payment is made for the services of the factors. 
The quid pro quo aspect of the wage valuation must 
not then lead us to identify valuable service with 
specific productivity. The distinction between the 
two is quite consistent with the doctrine of the psy- 
chological value theorists that value is ascribed because 
of the want-gratifying capacity of things and services. 1 
And their insistence upon the direction of the valuation 
process, — that it is from human wants back to the 
things or services which are capable of gratifying those 
wants, — should make them immediately sceptical of 
the alleged equation of a wage valuation with a prod- 
uctivity which proceeds in a diametrically opposite 
direction. The writer hopes therefore for their accep- 
tance of his view. Members of the other school, whose 
tendencies are naturally antagonistic to the contention 
of this paper, will, it is hoped, be induced to subject to 
a careful re-examination the reasoning on which the 
specific productivity thesis has been allowed to rest. 

If, as the writer believes, that reasoning, through the 
unconscious use of a term in two different senses, rests 
upon a truism, from which no valid inference may be 
drawn, not only the productivity thesis itself, but its 
important social implications must be given up. These 
implications were originally stated by Professor Clark 
in the following words : — 

This thesis we have still to prove; and more hinges on the truth 
of it than any introductory words can state. The right of society 
to exist in its present form, and the probability that it will continue 

1 The writer is not to be understood as taking any ground as to the influence of 
supply on price. This point needs more complete formulation than has yet been given 
it if the value theorists, while showing that supply itself is largely influenced by subjec- 
tive valuations, are yet to be generally credited with recognizing the truth which lies 
in the supply side of the stereotyped formula of " demand and supply." 
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so to exist, are at stake. These facts lend to this problem its 
measureless importance. The welfare of the laboring classes depends 
on whether they get much or little; but their attitude toward other 
classes, — and, therefore, the stability of the social state — depends 
chiefly on the question whether the amount that they get, be it large 
or small, is what they produce. If they create a small amount 
of wealth and get the whole of it, they may not seek to revolutionize 
society; but if it were to appear that they produce an ample amount 
and get only a part of it, many of them would become revolutionists, 
and all would have the right to do so. The indictment that hangs 
over society is that of " exploiting labor." " Workmen," it is said, 
" are regularly robbed of what they produce. This is done within 
the forms of law, and by the natural working of competition." If 
this charge were proved, every right-minded man should become a 
socialist; and his zeal in transforming the industrial system would 
then measure and express his sense of justice. 1 

We do, if we are successful, settle the great personal issues that 
range men in hostile classes. By discovering the law that fixes 
the rates of wages, of interest and of pure profits, we decide whether 
the man, A, has a grievance against B. We have not, indeed, thus 
ascertained why one of them has only $500 a year, while the other 
has $50,000; but we have ascertained something about the two 
incomes that decides whether each of them rightfully belongs to the 
man who gets it. 2 

Such comprehensive claims, however, would not now 
be made. Tho many economists today accept the 
productivity thesis, few, if any, draw from it such sweep- 
ing conclusions. 

It was promptly pointed out 3 that justice is between 
man and man, — not between the factors in production. 
If the justice of our social order is to be established by 
any comparison of productivity and reward, it is not 
enough to show that payment is in proportion to the 
productivities of the respective factors, — the animate 
and the inanimate, the man and the machine. Since it 
is a question of justice with which we are concerned, 
the inanimate factors must be ignored. We need to 

• Distribution of Wealth, p. 3. 2 Ibid., p. 6. 

1 By Professor Carver. Quarterly Journal of Economics, vol. xv (Aug., 1901), 
p. 578. 
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be shown that the rewards of industry are distributed 
among men in proportion to their productive contribu- 
tions. And when this necessity is realized, the social 
significance of the productivity thesis is very pro- 
foundly modified. It proves (if true) the injustice 
rather than the justice of society. If the factors in 
production, — animate and inanimate, — are paid in 
proportion to what they produce, such an arrangement 
will constitute a just division only in that inconceivable 
sort of a world in which there is a distribution of 
ownership in exact correspondence with the productive 
services of men. 

The surrender of the social significance of the theory 
has been explicitly admitted in a recent defense of the 
productivity idea by Professor J. Maurice Clark. " All 
that the hypothesis will justify is the claim that in- 
come would measure deserving under ideal competition, 
granted at all times perfectly just distribution of prop- 
erty, education and opportunity." 1 This stops very 
far short indeed of the original contentions. And, as 
we have seen, not even this much is true. If then to 
Davenport's and Hobson's vigorous and varied criti- 
cisms be added the fact, that the thesis of specific prod- 
uctivity is demonstrated only by the employment of a 
vitiating truism, we must naturally ask ourselves what 
the residual element in the Clarkian system amounts to. 
It should be clear at once that what we have left is a 
theory of value as distinguished from a theory of dis- 
tribution. The ethical idea of reward in proportion to 
product has gone by the board ; there remains a strictly 
economic process of evaluation. 

The question may still be urged, however, whether 
the rewards which go to the various factors in produc- 
tion are not an approximate or rough measure of pro- 

1 Political Science Quarterly, June, 1914, p. 319. 
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ductive contribution. To the writer the importance 
of the inquiry lies in the fact that the productivity 
theory, with its parade of scientific accuracy, is after 
all but a precise formulation of a widespread and deep- 
seated belief that, to a reasonable degree of approxima- 
tion, a man gets out of his productive activities what 
he deserves. We deplore certain failures where a man 
seems to meet with disaster which could not have been 
anticipated or avoided. But in the main, business 
success is regarded as not only an index of ability but 
also a measure of social service and hence of social de- 
serving. The truth and error in this view need to be 
very carefully disentangled. 

The idea has already, within recent years, been sub- 
jected to scrutiny and correction. And this has come 
from critics of different sorts, ranging from the econo- 
mist to the political agitator. 

In the first place it has been repeatedly emphasized 
of late that personal income is made up of two elements, 
— that which is secured in return for labor, and that 
which comes from the ownership of capital. The social 
validity of the latter, as we have already seen, cannot 
spring from any product personally created by its 
owner. It must be sought in the circumstances which 
are taken to justify the ownership. 

Secondly it has been shown that many incomes are 
the result of force or fraud, or inure to a man because 
he has catered to wants which are harmful to society. 
They are acquisitive rather than productive in the best 
sense of the word. Professor Davenport has been per- 
haps the most forceful theoretical exponent of this idea.' 
But in connection with particular economic evils it has 
come to be widely understood and even taken for 

1 Cf. his article, " Coat and its Significance," American Economic Review, Decem- 
ber, 1911, p. 724. 
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granted. Food and drug laws would be unnecessary 
were all incomes the result of providing for the beneficial 
wants of society. Tenement house laws, mine and 
factory inspection, and a wide range of restrictive laws 
which are a commonplace to the present generation, all 
testify plainly to the fact that men can secure incomes 
through processes injurious to society. In a broad 
view, however, such cases seem to the writer exceptional. 
In the main, the man who manufactures and sells a 
product more cheaply than any one else has conferred a 
real benefit upon those who use it, and the income which 
accrues to him in so doing is an income which, tho dis- 
proportionate perhaps, is yet secured by virtue of a 
social service. 

Now when all these corrections and exceptions are 
made and allowed for, where do we stand in general 
distributive theory if we deny the specific productivity 
thesis ? Is it not true that functional incomes are a 
rough measure of service, and that (since it is through 
the saving of income that capital is accumulated) a 
rough proportionality exists between the earnings of 
capital and the productive services of its owners ? The 
latter question is quickly disposed of. It would be true 
only if men were immortal and if they started originally 
on an equal footing. But men die and pass on their 
wealth to their heirs. The great question of inheritance 
introduces complicating elements into the problem, — 
to say nothing of the equally large question of the valid- 
ity of original titles. But if we deliberately shut our 
eyes to the incomes which flow from the ownership of 
wealth, is it not true that the services of men are paid 
for roughly in proportion to the values which they pro- 
duce ? Are we completely in the wrong when we take 
a man's success in acquisition as in some sort a measure 
of his service to society ? 
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One classical idea was that the price of a thing must 
be enough to bring the thing to market, — that is that 
each factor must receive enough to secure its services. 
Now this is the sort of proposition which cannot validly 
be generalized and made a basic explanation. It means 
very little to say that the prices of things in general 
must be high enough to bring them to market. How 
low, for example, might wages in general fall without a 
cessation of work ? We cannot say. Probably very 
low. How low must rents in general fall in order that 
all capital should be withdrawn from the market ? The 
chances are that capital would be utilized if it yielded 
very low rents indeed. All we can mean, then, is that 
in a particular line the price must be enough to secure 
the agents of production against the bidding of other 
wants. The true statement would be that a want, in 
order to be gratified, must be strong enough to win 
against other wants in a competitive bidding for the 
means of gratification, — it being understood that these 
means of gratification (which are labor and capital) 
have alternative possibilities of use. 

It is precisely here that we see the entrepreneur per- 
forming one of his most important functions. His task 
is not merely the management of industry in the narrow 
sense, but the anticipation of the direction and strength 
of demand. In supplying the demand, he has certain 
costs to pay. He must pay enough to secure labor. 
This means not merely enough to induce men to work, 
but enough to divert labor from other lines. He must 
also procure the services of capital by borrowing, by 
renting or buying land, buildings, machinery, raw 
materials, etc. And, whenever he borrows, rents, or 
buys, he must offer enough to secure the agents he needs, 
which merely means to divert them from alternative 
uses where they would cooperate in the gratification 
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of other wants. Now the capital, the hired labor, and 
the entrepreneur form a cooperative productive group. 
Jointly they produce something, — a something which 
is calculated to gratify human wants. If the product 
sells for a price sufficient to make the contractual pay- 
ments and to retain the services of the entrepreneur 
himself, the business goes on. The want which it 
supplies has won in the competition against other 
wants. If not, it fails, — and the direction of industry 
is altered. 

Where business is successful, contract wages and 
interest are paid (a process which contributes to the 
evaluation of the services of the labor and capital con- 
cerned) and a sum is left over which goes to the entre- 
preneur. Wages are what the laborer gets: contract 
interest and rent are what the owners of borrowed or 
rented agents get. The sum which goes to the entre- 
preneur is that part of the total proceeds which he 
secures for the services which he offers. If, — as is 
commonly the case, — he contributes both capital and 
labor, his return is a return for the services of the two. 
From a general point of view it is not separable into 
interest and profit, or into interest, salary, and profit. 

In the personal calculations of the entrepreneur, to be 
sure, it may be divided up. He may call a certain part 
of it the interest on his capital, and the remainder 
profit, or he may divide it into interest, salary, and profit, 
— - setting down as salary the sum which he thinks he 
could command if he entered the service of another. 
But these are merely devices which assist him in visual- 
izing the prosperity of his enterprise. They do not 
alter the fact that the business yields him a single lump 
sum in return for the services of himself and his capital. 
No contract or transfer divides it into either two or 
three parts. 
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Of the total amount to be distributed, then, there is a 
functional distribution of contract wages and interest 
(including rent). But in the case of the entrepreneur 
the industry does not make any functional distribution. 
It pays him a lump sum. " Not for his life " can the 
entrepreneur tell what part of his gain is due to his capi- 
tal and what part to his labor. And by the same token 
it is impossible to distinguish between the " product " 
of the entrepreneur and of those whom he employs. 
Their rewards are matters of hard fact, but their 
specific productivities we cannot disentangle. The 
entrepreneur's share in distribution is an accurate 
measure of his acquisitive rather than of his productive 
powers. It is what he can get, not what he produces. 

It is, to be sure, apparent to everybody that a rough 
(very rough) degree of correlation exists between 
ability and reward. All around us we see the able man 
succeeding, and the inefficient or lazy man becoming a 
failure. And a certain validity remains in our judg- 
ment of a man's character on the basis of his business 
success. Certainly it is by virtue of his contributing 
to the gratification of human wants that he gains his 
wages, or his salary, or his profit. But that his reward 
is in proportion to any supposed specific productivity 
cannot be shown. That a man has acquired a fortune 
in competitive business may tell us a good deal as to the 
man's sagacity, or will power, or business relationships. 
It also tells us that he has marketed a commodity which 
somebody wanted to buy, thus largely promoting the 
gratification of human wants. But he did not do it by 
his own unaided efforts. He was but a cog in the ma- 
chine, — a large one, it may be, but inseparably inte- 
grated with the other cogs. We can get no information 
that is at all accurate as to the amount of his own 
separable contribution, his specific productivity. If 
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he has given his competitors a fair and square beating, 
he has, to be sure, proved himself more efficient than 
they in diagnosing wants or in combining the factors of 
production in such a way as to make the gratifying 
of those wants personally profitable to himself. But 
the productivity which has achieved the success is the 
productivity of a complex of factors of which he is the 
directing head. And it is no more possible to say what 
is the specific product of his labor (or of his labor and 
capital combined) than it would be to say what part of 
the cutting of the tree was done by Robinson Crusoe 
and what part by his ax. 

If, then, it is urged that the reward of human services 
is a rough measure of productive contribution, we 
cannot assent unless the emphasis is placed very 
strongly indeed upon the word " rough." The ordi- 
nary view that income is an index of social service, in 
addition to being open to the various corrections 
mentioned above, assumes a specific productivity which 
it is absolutely impossible to disentangle. The prod- 
uctivity thesis has seemed to give a scientific sanction 
to a popular notion, which, while it contains a kernel of 
truth, is extremely inexact, and ordinarily overlooks 
some of the most essential elements in the problem. 

We have then merely a theory of value, — a thing 
which falls short in two particulars of being a satis- 
factory explanation of the distribution of income 
among persons. In the first place it takes for granted 
the existing distribution of wealth, and, in the second 
place, it gives us competitive shares which are the result 
of a process of valuation, but not with any accuracy an 
index of productive contribution. In other words, 
what men would get, even under perfect competition 
(whatever that may mean), would not of any necessity 
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be an accurate measure of what, on the score of their 
supposed specific productivity, they ought to get. A 
thing which has no existence can hardly serve as a cri- 
terion of desert. When the efforts of men are merged 
in social or cooperative production, they can never be 
again " unscrambled " into specific productivities. 

We shall, however, be giving up a great deal if we 
surrender completely the idea of specific productivity. 
It has been, even before its precise formulation by Pro- 
fessor Clark, a tacit tenet of economic thought. It is 
with us all a sort of rudimentary survival of the con- 
ception of things which included the " economic 
harmonies," the doctrine of laissez faire, and the dogma 
of the unqualified beneficence of the competitive 
process. 

Let us, however, go wherever our analysis leads us. 
With the idea of specific productivity eliminated the 
process of valuation remains just what it has been, an 
orderly, systematic, incontrovertible thing, just as 
logical as any member of the Austrian school ever 
conceived it to be. But the distribution of personal 
income stands out for what it is, — - a system of hap- 
hazard uncertainties, not merely skewed by the dis- 
crepancies of inheritance and original title, not merely 
vitiated in part by productivity of a predatory sort, but 
deprived of the erstwhile soothing correlation between 
reward and productive contribution. 

Things-as-they-are have been the beneficiary of an 
overdone system of apologetics. The concept of spe- 
cific productivity, both in the explicit form into which 
it has been cast by Professor Clark, and also as it ap- 
pears disguised and latent in an uncritical approval of 
the competitive idea, has tended to blind us to the evil 
which is mixed with the good in our distributive ar- 
rangements, — has tended to make us, as economists, 
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more conservative than we have any right to be. The 
Distribution of Wealth has been denounced as the apo- 
logia of an unwarranted conservatism. 1 Denunciation, 
however, needs to be followed up by specific disproof. 
The error in the specific productivity thesis must be 
precisely located, and must come to be generally under- 
stood if it is to be deprived of the undue influence for 
conservatism which it undoubtedly continues to exercise 
even in the rarified and corrected form in which it is still 
cherished. 

Walter M. Adriance. 

Princeton University. 



1 E. g., by Professor Wicker at the New York Meeting of the American Economic 
Association. 



